AUDITOR’S REPORT OF THE AUDITOR-GENERAL TO THE WESTERN CAPE 
PROVINCIAL LEGISLATURE AND COUNCIL ON STELLENBOSCH MUNICIPALITY 

REPORT ON THE FINANCIAL STATEMENTS 

Introduction 

1. I have audited Ihe accompanying financial statements of Stellenbosch Municipality, which 
comprise the statement of financial position as at 30 June 2010, and the statement of 
financial performance, statement of changes in net assets and statement of cash flows for 
the year then ended, and a summary of significant accounting policies and other 
explanatory information, as set out on pages 1 1 to B5. 


Accounting officer’s responsibility for the financial statements 

2. The accounting officer is responsible for the preparaton and fair presentation of these 
financial statements in accordance with the South African Standards of Generally 
Recognised Accounting Practice (SA Standards of GRAP) and in the manner required by 
the Local Government: Municipal Finance Management Act of South Africa, 2003 (Act No. 
56 of 2003) (MFMA) and the Division of Revenue Act of South Africa, 2009 {Act No. 12 of 
2009) (DoRA). This responsibility includes: designing, implementing and maintaining 
interna] control relevant to the preparation and fair presentation of financial statements that 
are free from material misstatement, whether due to fraud or error; selecting and applying 
appropriate accounting policies; and making accounting estimates that are reasonable in 
the circumstances. 


Auditor-General’s responsibility 

3. As required by section 18B of the Constitution of the Republic of South Africa, 1996 (Act" 
No. 108 of 1996) and section 4 of the Public Audit Act of South Africa, 2004 (Act No, 25 of 
2004) (PA A), my responsibility is to express an opinion on these financial statements based 
on my audit 

4. I conducted my audit in accordance with International Standards on Auditing and General 
Notice 1570 of 2009 issued in Government Gazette 32758 of 27 November 2009. Those 
standards require that I comply with ethical requirements and plan and perform the audit to 
obtain reasonable assurance about whether the financial statements are free from material 
misstatement. 

5. An audit involves performing procedures to obtain audit evidence about the amounts and 
disclosures in the financial statements. The procedures selected depend on the auditor's 
judgement, including the assessment of the risks of material misstatement of the financial 
statements, whether due to fraud or error. In making those risk assessments, the auditor 
considers internal control relevant to the enlit/s preparation and fair presentation of the 
financial statements In order to design audit procedures that are appropriate in the 
circumstances, but not for the purpose of expressing an opinion on the effectiveness of the 
entity's internal control. An audit also incfudes evafuating the appropriateness of 
accounting policies used and the reasonableness cf accounting estimates made by 
management, as vjeW as evaluating the overall presentation of the financial statements. 
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6. Paragraph 1 1 et seq. of the Standard of Generafly Recognised AccoLrnling Practice GRAP 
1, Presentation of Rnandaf Statements requires that financial reporting by entities shall 
provide information on whether resources were obtained and used in accordance with the 
legally adopted budget. As the budget reporting standard Is not effective for this financial 
year, I have determined that my audit of any disclosures made by the Stellenbosch 
Municipality in this respect will be limited to reporting on non-compliance v^th this 
disciosure requirement. 

7. I believe that the audit evidence I have obtained is sufficient and appropriate to provide a 
basis for my audit opinion. 


Opinion 

8. In my opinion, the financial statements present fairly, in all material respects, the financial 
position of the Stellenbosch Municipality as at 30 June 2010 and its financial performance 
and its cash flows for the year then ended, In accordance with SA Standards of GRAP and 
In the manner required by the MFMA and DoRA. 

Emphasis of matters 

I draw attention to the matters below. My opinion Is not modified in respect of these matters. 

Restatement of corresponding figures 

9. The municipality con'ected prior year figures relating to misstatements In the prior year's 
financial statements that were detected during the current financial year, as required by 
paragraph 1.28 of the accounting policies. The details are set out note 42 of the financial 
statements. 

Material fosses / Impairments 

10. As stated in note 29 to the financial statements, an amount of R 12.7 million {2009: Nil) was 
v/jitten off during the year in respect of consumer debtors. 

Material under spending of the budget 

11. As disclosed In Appendix E {2) of the financial statements, the municipality has materially 
under spent its capital budget by an amount of R74.8 million (33%), This under spending 
mainly relates to housing projects In Watergang and Langerug, environment protection, 
roads and transport as well as sport and recreatiom 

The impact of this under spending is that the council’s strategic objectives for the financial 
year not being achieved as well as a delay with the delivery of housing and the other related 
services. 
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Additional matter 

I draw attention to the matter befow. My opinion is not modified in respect of this matter. 
Unaudited supplementary schedules 

12. The supplementary informalEon set out on pages B4 to 122 does not form part of the 
financial statements and is presented as additional infojmation. I have not audited these 
schedules and accordingly I do not express an opinion thereon. 


REPORT ON OTHER LEGAL AND REGULATORY REQUIREMENTS 

13. As required by the PAA and in terms of General NaVce 1570 of 2009 issued in Government 
Gazette 32753 of 27 November 2009, I include belov/ my findings on the report on 
predetermined objectives, compliance with the follov.fing laws and regulations: MFMA, 
DoRA, Local Government: Municipal Systems Act of South Africa, 2000 (Act No. 32 of 
2000) (MSA) and financial management (internal control). 

Predetermined objectives 

14. Material findings on the report on predetermined objectives, as set out on Chapter 5 pages 
1 to 18, are reported below: 

Non-comptiance with regulatory and reporting requirements 

Local Government; Municipal Systems Act, 2000 (MSA) 

Monitoring and review of perfonnance management system 

15. Due to a lack of specific targets that clearly identify the nature and the required level of 
performance, adequate control processes and procedures v^ere not designed and 
implemented for the selected corporate objectives to ensure the accuracy and 
completeness of reporting against predetennined objectives. Adequate mechanisms v/ere 
also not established to monitor and review the performance management system as 
required by section 40 of the MSA. 


Timeliness of reported performance information 

16. The reliability of the reported performance information, as set out in pages 1 to 18 of 
chapter 5 of the annual report, could not be verified since the information v^as not received 
in time for audit purposes as required by section 46 of the MSA read with General Notice 
1570 of 2009 issued in Government Gazette 32753 of 27 November 2009. 

Usefulness of Information 

17. The follov/ing criteria were used to assess the usefulness of the planned and reported 
performance: 

• Consistency: Has the municipality reported on its performance with regard to its 
objectives, indicators and targets in Its approved strategic plan, i.e. are the objectives, 
indicators and targets consistent between planning and reporting documents? 
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• Relevance: Is there a clear and logical link between the objectives, outcomes, outputs, 
indicators and performance targets? 

* Measurabifity; Are objectives made measurabfe by means of indicators and targets? Are 
indicators well defined and verifiable, and are targets speciffc, measurable, and time 
bound? 

The following audit findings relate to the above criteria: 

Planned and reported performance targets not specifiCj measurable and time bound 

18. For the selected objectives, 100% of the planned and reported targets were not speciffc in 
cfeariy identifying the nature and the required level of performance; measurable in 
identifying the required performance and time bound in specifying the time period or 
deadline for delivery. 

CompNance with laws and regulations 

19. Included below are the findings related to material non-compliance with the acts as 
indicated. 

Municipal Finance Management Act, No 56 of 2003 (MFMA) 


Expenditure was incurred otherwise than in accordance with section 15 of the MFMA 

resulting in unauthorised expenditure 

20. Expenditure was not incurred in accordance with the approved budget of the municipality 
and exceeded the limits of the amounts appropriated for vole 4: Efectrical Engineering 
Services and vote 6: Civil Engineering Services in the approved budget of the municipality. 
As disclosed in note 44 to the financial statements, unauthorised expenditure to the value 
of Ra 367 709 was incurred due to the actual expenditure exceeding the approved budget. 

No approved fraud prevention and risk management plans 

21. No formally approved fraud prevention and risk management plans were in place during 
the financial year as required by section 62(1)(c)(i) of the MFMA. 

INTERNAL CONTROL 

22. I considered internal control relevant to my audit of the financial statements and the report 
on predetermined objectives as well as compliance with the relevant laws and regulations 
but not for the purpose of expressing an opinion on the effectiveness of internal control. 

23. The matters reported below are limited to the significant deficiencies regarding the findings 
on the report on predetermined objectives and the findings on compliance with laws and 
regulations. 
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Leadershfp 

24. Formally documented processes for colfecltng, coflating and review of performance 
reporting were not put In place. As a consequence of inappropriate systems and the fact 
that the targets were not specific in clearly Identifying the nature and the required level of 
performance, adequate actions were not in all instances takers by management to address 
the risks relating to the achievement of complete and accurate performance reporting. 

Financial and performance management 

25. Pertinent information is not identified and captured in a form and time frame to support 
performance reporting. Adequate processes have also not been implemented to ensure 
that performance reporting Is reviewed and monitored and to ensure that targets are 
specific. 

OTHER REPORTS 

investigations in progress 

Investigations in progress 

26. An Investigation is being conducted to probe whether kickbacks have been received by 
ceitair^ councilors In connection v/Ith the awarding of a housing tender of the Kayamandi - 
Walergang Project. The investigation was still ongoing at the reporting date. 

27. As reported in note 42 of the financial statements under “events after the reporting date”, 
there is currently an investigation underway against an employee in a key management 
position regarding a transaction which might constitute a related party transaction. 

Investigations completed during the financlatyear 

28. An investigation v;as conducted by an Independent consulting firm to assist the municipal 
manager in evaluating whether any instances of non-compliance v/ith the requirements of 
the supply chain management had occurred during the period 1 April 2008 to 31 October 
2009. No significant instances of non-compliance were identified and reported on In the 
report. 



30 November 2010 



AUDtTOR-GEMEItAl 
SOUTH AFRJCA 

Audning ro bu.id public co.nIidenc-a 


5 



